
·'
18. Sunlink'. corporate co.t allocation process

provid_ an opportunity for the regulat.d t.l.phon.
operations to .ub.idiz. BellSouth' • nonraqulat.d
ccmaarcial ventur... If South.m Bell i. unwilling
to calculat. the portion of Sunlink'. 1.... price
increa.- which flow into r.gulation, the total
'Mont 9 f 1:.h. lU'- .bguld btl di'Allow.d,

Su.,ry

Sunlink, Inc. i. a nonraplated affiliate which owns real

••tat. and 1..._ it to it. cuatemar. which includ. r.gulatacl

affiliat_. Southam and South central Bell 1...., froa Sunlink,

warehoua_ located in Birainghall, AL, Jaclcaonvill., FL and St.

AuCJU8tin., FL. Th. warehou... ar. uaed for reguleted oPerations.

lNring the 1987-88 tiJla period, the .uc!itor. noted that ther. vera

.ivnificant incr..... in the 1.._ prices par .quare foot at the

Birainqhaa and Jacklonvill. locations.

If there i. no viable ..rk.t for ••ervic. or product provided
•by • nonr89Ul.t.d affiliat., Part 64 rul_ r.quir. prices to be

ba.ed on the calcul.ted fully di.tribut.d co.t (-!'DC-). Th. 1....

pric_ for the warehoua., .r. ba.ed 01'1 FDC. OVerhead oper.ting co.t

.•••i~nt. and axpana. .llocation, within Sunlink, to a .pacific

!'DC 1._. location, .r. not -&rial laDgth- trans.ctions. Th_

allocation. can be controlled by Sunlink, who•• boolca and r.corda

are excluded froa regul.tory revi.w. Th.r.for., even the

application of FOe pricing for .ema building. provid.. an

opportunity to cro••-.ub.idiz. the nonr89Ul.t.d ca..ercial

activiti_ of BellSouth'. l ...ing coapany.

Becaua. of the unwillinqn_. of the Coapany to provide

.pacific d.tail. on Sunlink'. co.t .llocation proc.,., or
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.ufficient data to justify the incr.as•• in warehouse l.a.e price.,

the auditor. r.co...nd that the cumulative incr.a.ed lea•• amount.

De di.allow.d a. charges to r.gulated operations.

Criteria

T.l.pbon. camPani.. in Georgia ..y not use current r.venue•

••rnecl or expense. incurrecl in conjunction with .ervice••ubj.ct to

r.gulation to .ub.idize .ervices which .r. not regul.tecl or

tariffecl." One of the obj.ctiv•• of this .udit w.s to cl.terain.

whether the regulatecl t.lephone oper.tions are prot.cted fro. any

cro••-sub.idy to BellSouth's nonr.gulat.cl affiliate. througb the

co.t allocation proces••

Condit;ign

Th. cooper. , Lybrand'. ("C'L") 1991 Part 64 .udit workpapera

provided th••uditors with inforaation that within the 1987-1988

ti.Jle period there was a .iqnificant incr.a•• in th. 1.... price per

.q. foot at w.rehous. location. l ....d froa Sunlink. The 1991 Part

64 .udit workpaper. contained a .imple aeri_ of n1Dlber. and total.

coaparinljl • pr_ent worth calculation of th. 1.... price by year to

an FDC aaount. The note. in the workpaper. indicate that th. 1••••

pric~ pr_ent worth aaount for Jacksonvill. was slightly higher

than the FDC, while for oth.r locations the present worth aaounta

were 1... than FJ)C. Th. C'L repr_entativ. pre.ent during th.

initi.l r.vi.w of the C'L workpapers indicated that th. incr.... in

"O.C.G.A S.ction 46-2-23(g).
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l_e price per .quar. foot r ..u1ted frOll chan9" in Sunlink' •

..cbanize coat allocation .y.t_. S.veral months lat.r, South.rn

Bell'. r ••pons. to th. auelitor. '. data r.qu..t .tated that th. year

over year 1.... price per .q. foot increa.. was becau.e of

.dditiona to the w.rehous. building_ .nd Parking lots. The new

1.... pric.. for the properti.. indicat.. that the change in 1••••

price. applied not only to new additiona, but to area. that had

been previously lea.ed. Th. .uelitor. requ..ted inforJlation

pertaining to th. allocation of FOe for the 1..... and data on the

allocation procea. used to •••i9ft coat within Sunlinlt. Detail.

rel.ting to Sunlinkls ..chanized cost allocation .y.t.. were not

_d. available to th. .uelitora. Heither Company nor C'L

r.presentative. providecl any .pecific details relating to the basi_

for th. fully di.tributed co.t UlOunt u.ed in the new lea.es or any

inforaation relating to the allocation of coat within Sunl~.

Th. Coapany now contenc1s that sufficient inforJUtion i •

• vailabl. in CiL'. fil.. to v.rify that 1.... pric.. are equal to

or l ..a than FCC coat. Without .pecific data on Sunlink'. co.t

allocation proce•• , it i. iJIPQas1bl. to indepenclently d.t.raine

Wh.ther the cost allocation to each location i. appropriat••

Although the data ..y be in C.LI. fil.. it was not included in th.

1991 ·part 69 audit workpapera, nor baa any C'L representative

referenced the exiatence of such recorda during nuaerous interviews

on this subject.
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EfflCt

Without acc". to sufficiently d.tailed information, relating

to the cost allocation within sunlink there is no way to d.terain.

if BellSouth is using its recJU1ated t.l.phon. operations to provide

a .ubsidy to its nonrequlat.d c~rcial leasing operations.

Virtually allot Sunlink' • corporat. overb_d costs could be

•••i9Jled to the properties that are pricec:l at FOe. Thi. would

provide a subsidy to BellSouth·. cc.llercial leasing operations.

gaUl.

Th. COIIP&ny continu.. to ..intain that virtually all ot ~.

co.t and 1.... data involving Sunlink properti_ and ita internal

cc.t allocation proce.. is "propri.tary· .van thou9h all of the

property'. 1.... co.ts are ••sivnees to rtUJUlatad t.l.phon.

oper.tions...

Becaus. of th. unwillinvn_s of the Ca.pany to provide

specific d.tails on Sunlink's co.t allocation proc••s, or other

data which would justify the incr__ in warehous. 1__ pric..,

the auditor. r.c~ that the cwaulative incr••••• to the l.a.e

UIOunta be di••llowed. Th. .uditors also rec~ that the

Coeaiaaion r.quir. th. COIIp&Jly to provide specific d.tailed

calcul.tions a. to th. ..ount of tn... increa••s flowing to

Qeorvi. •• requlatad intr••tate operations. If the CCDlPany i.

unwilling to calcul.t. tn. portion chaining into GeoZ'9ia •a
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.'
operations, the total aaount ot the.. l_a abould be disallowed

.. cbarge. to requlatad operations. Becausa the C01Ipany baa

,.
!

refu.aed to provide Sunlink·. co.t allocation inforJlation to the

auclitor., the cc.ai••ion should require the COIIpany to provide thi.

inforaation directly to the Ca.aiaaion.

•

•
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19. C"...rcial .pace ¥bich i. l ...ed froa a

nonrevuJ,ated affiliate for regulated operations
should be evaluated. to deteraine it the lea.e .pace
i. Actually b.inq utilized.

Sp··ry

• ignificant aaount ot tloor .pace at th. 3700 Colonnad. location

Val unoccupied. Th. auditor. recoc;niz. that th.r.. could be aany

Durinq the audit, two fi.ld trip. w.r...d. to 3700 Colonnade

in BiX'lli.n9haa, AlaDau.. Th. 3700 buildinq i. on. of thr_

building. being l ...ecl trcm Sunlink (an affiliated company) at that

location• During th... vi.it., the awiitor. noted that a

r.a.ons for this vacancy: r.organizatioDl; reduction in work

force; or .iaply that aor. .pac. waf lea.ac:l 1:ban i. required for

th. operatioDl located in Birainqh...• If excaa.iv••pace i.

, beinq l ...ed by a requlated coapany froa Sunlink, then Sunlink

·would be r.ceivinq a .ub.idy froa regulatad operationa~ Th.

auditor. r.ca.aend that th. Ccmai••ion perform reqular future

audita focuaaed on all real ..tat. and 1.... tranaaetioDl which

involve affiliat•• in any way.

Cri1;.ria

Georgia tlleccmaunicationa coapani.. ..y not UI. current

r.vlnu...arned or expen••• incurrad in conjunction with _rvices

.u):)j.ct to reguJ.ation to .u):).idiz•••rvice. which are not raqulat.ct

~. vacancy in qu••tion wa. due to r.organization.
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or tariffed." one of tha o}:)jectiv" of this audit was to

deteraine if the CoIIpany·. raqul.tad custcmars are protectad for

cross-subsidy relatinq to the co~any's nonregulateci affili.tes.

The ccmaission has defined cross-subsidy as any .ction undertaken

by SBT which re.ults in an understa~t of intrastata ragul.ted

revanues or an overstat..-nt of intrast.te regul.t.d expana.s or

inv.stJlant for SBT. '7

condition

The 1.... pric. for th.se thr.. buildin;s at th. Colonnade

location is baaecl on a ful.ly distribut.ed cost ( -!'DC- ) _thoc!ology•

'1'ha co.ts of th... 1..... flow dir.ctly into the r.gul.ted

oper.tion.. It. was not.ed that .iqnificant aJIOUDU of floor .pace

.t the 3700 Colonnad. loc.t.ion was unoccupiecl, but this ob_rvation

.•panned • limit.ed t~ when BellSouth w_ involved in _siva
•

r.orqanization.

Eff·ct
Regulated operations may be payinq BellSouth· a nonragulated

operations for floor spac. which ia not r.quired. Kost cc.pani••

with unuaac! 1__ space .tt_pt to sub-l.a•• th. spac. in an .ffort

to reduce th.ir coat of operations. In thia cas., ther. is •

reduced incantiv. to take such .ction .inc. th. expens. incurred by

th. regul.t.ed oper.tions is passe on tbrouqh to rat.payera. If

Mo.C.G.A Section 46-2-23(q).

~Dock.t No. 3987-U.
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the r.,.ulated operationa att_pted to .ub-l.... or renegotiate the

1....., than Sunlink's Dusin_. would De iJlpacted.. Th. leasing of

exces.iv. apac. by the regulated operationa could. be significantly

und.rwritil19 Sunlink'a operating co.t.

CauM

Th.re could be .any r ...ona for thi. condition:

reorfJani.ationa 1 rec:luction in work force 1 or aiaply aore apace was

l_aec:l than i. r.quir.d for th. operationa located in Birainqham.

Th. auditora und.r.tand that the vacant apace at Colonnade r_ulted

froa a r.organization•

..pgnendat;ign

The auditora r.ccmaenc1 that the COIIIIi••ion perfona regular

future audit. focuaecl on all real _tat. and 1.... tranaa~iona

which involve affiliat_ in any way.

III - 103

-~..-"



-t-

Su••ry

20.

s'

C~••ion Mould perfora refJUlar future audita
foc:uaaecS on r ..l ..tat. and 1.... tr.na.ctiona
wbich involve .ffili.t•• in any way. An intra.tat.
adjuat:Jlm\t of $321,609 lIhould be ..de to tba
Surv.il1anc. Report to c~ata ragul.t.a
CWltoaara for exc•••iv. Cha.tain center 1....
expen'."

In Karch 1989 South.m Ball (WSBW) lIOVed ita Bnqin.erinq,

Bulin... and Por.cut opar.tiona frOll Whitlock to the Chastain

cent.r, which was owned by Sunlink (a noDra9Ulatad .ffiliate). In

March 1990, SB alao lIOVad ita outaid. Plant COntrol Centar(WopcCW)

oper.tions frcm aitlocJt to the Cha.tain Cent.r. .Th... IIOV.. and

the r ..ulting affili.te 1..... wer. negotiated by lellSouth

S.Z'Vicea, a .ub.idi.ry of South.rn Ball. '1'ba 1.... at Whitlock did

not .xpire until october 1991 and w.. renewable .t • lower pric.

than the Cha.tain Cant.r l.a.. price. 'l'ba Whitlock 1.... pric. w••

'$5.11 per .q. ft., while th. Chaltain Canter l.a•• price vaa $7.00

for the fir.t two y..rs, with an ..cal.tor proviaion which would

incr.... the .quar. foot 1.... price to $16.50 ov.r • 15 y..r

period s In ac14ition to the higher 1.... price .t Cha.tain Center,

Southam Bell al.o inc:urrac1 a $400,000 penalty becaus. it r.locatac1

from Whitlock before the end of ita existing 1.....

BellSouth'. corporate .tructur. tanda to create a

predi.po.ition by t.l.phona coapany aan&gar. in favor of

nonragulated .ffili.t.. ' profits and· againat gen.ral trade

ccmpatition. In this ca•• , l •••ing frOll Sunlink rath.r than the

exiating nonaffiliated landlord produced ac1c1itional profits to the

vertically integrated entity.
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'l'ha crmbination of vertical integration and rate of return

regulation also tends to qenerate decisions by operatinq compani..

to enter into transactions with nonrequlatecl affiliat.. that ..y

not })e economically juatified. The decision in question reaulted

in a hiqher coat than would have r ..ulted had the Coapany

..intainecl it. operations at Whitlock and uaed axce•• Southern Bell

owned apace wherever poaaible. lellSouth' a profits were maxillizec:l

.inca, even under 1aOClified rate of return regulation, Southern

Bell's operations tend to reaove the neqative impact of

un.conoaical additional expanse. The extra coat ia .iaply aDaorbed

a. a regulated axpeMe, allowinq extra profita to flow up to the

corporate parent rather than to non-BellSou'th coapani.. or

regulated telePhone cuatoaara.

The aud.itors recamaand that the ea-ia.ion atronqly cli.co\1raqe

.l_a.a ):)y regulated operations froa a Donregulated affiliate
eo

coapany, unl... it can De cl_rly deaonstrated that auch 1__

re.ult in reduced co.t to the requlatacl utility and are not

anticOllPetitive in nature. The CQJIIIli••ion should PerforJI regular

future audit. focus.ed on real ..tate and 1_ transactions which

involve affiliat.. in any way. The auditors also raca.aend that

there be a poaitive adjuat1lent of $428,812 ($321,609 intra.tate) to

the Caapany' • net incoae aa reported on Southern Bell'.

surveillance Report. Thi. adjustment would coapenaate requlated

cuatoaar. for the axce••ive expense Deinq aa.iqned to regulation.
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The auclitors analyzed the economic evaluation used by the

coapany to support th~ initial deci.ion to relocate oper.tions froa

Whitlock to the Cha.tain Cant.r. The Cha.t.in Canter 1..... and

curr.nt int.rccmpany billing w.r••1.0 analyzed. Thi. analy.is

focu.sacl on whether BellSouth used it. corpor.t. structure to

benetit its nonrecJUlat.d compani•• at the expens. ot it. regulated

cuato..rs. Th. auditor. ' .nalysi. .lso focusacl on wh.th.r

BellSouth used it. corporat••tructur., r.lating to this 1...., in

an anticomPetitiv. aann.r.

conditign

In March 1919 South.m Bell laOVad ita Bngin_riDcJ, Bwlineaa

and For.ca.t oPeration. from Whitlock to the Cha.tain canter, vhich

va. owned by Sunlink (a nonr.qulatad affiliat.). In Karch 1990, S8
•

al.o moved ita outaid. Plant Control Canter (·OPeC·) oper.tions

from Whitlock to the Ch.stain Center. The 1.... at Whitlock did

not expire until october 1991 and va. ren.wlDl. .t a lower price

than the Cha.tain cant.r 1•••• price. Th. Whitlock 1.... pric. was

$5.11 per .q. ft., vhil. the Chastain Canter 1.... pric. w.. $7.00

for the fir.t two y..rs, vith an ..calator provi.ion vhich would

incr...e the .quare foot 1•••• price to $16.50 over. 15 y.ar

period:. In addition to the incr...ed 1.... price at Chastain

cant.r, Southern Bell also incurred a $400,000 penalty for

r.loc.ting fro. Whitlock bafor. the end of ita exi.ting' 1.....

Th. ·initial .conomic an.ly.is- used to support the Whitlock
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relocation was a pr-.nt worth study that contained nuaaroWl

discrepanciu and omissiona. soaa of the.. are as follows:

(1) Th. ccmaon area cost estimate for the Chastain Canter was

est~ted to De $.65 par sq. ft. par year over the 1....

life. This _timate was significantly understated. For

exa~le, in 1991 the comaon area ..intanance cost at the

Chastain Canter was actually $1.05 par aq. ft. This

equat.. to $18,340 par year more than the cost used in

the initial analysis. Asswainq no incr.... from the 1991

lavel difference, this correction would add $107,849 to

th. pre••nt value a••uaption for the Chastain Canter.

(2) The Coapany' s initial acon01lic analysis as.'IDIed that the

OPeC, which vas locatad at Whitlock, would relocate to

another Southern Ball owned location and, therefore, it

-was not included in ita Chastain pruent value

comparisons. In fact, in 1990 an aciciitional 10,779 sq.

ft. of .pace was leaaed for OPeC at Chaatain Canter for

• 7 1/2 year $380,283 preaant value.

(3) Part of the justification for the llOVe from Whitlock was

a forecast of aciciitional apace needs. The Ex.cutiv.

Sn_ary relatinq to the relocation indicat.. that there

was at leaat 8,518 aq. ft. of Southern Ball owned apace

available in addition to the 46,716 .sq. ft. at Whitlock.
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(4 ) The analyaia alao eliel not includ. an aclclitional 2, 617 aq.

ft. for a heating, ventilation and air conelitioninq

(-BVAC-) ayatem with a 7 1/2 y.ar $39,701 present value

1.... coat ancl a on. time $195,000" c:barg. to Southern

Bell.

(5) In addition to the oaiaaiolUl trOll the Chastain canter

analysia, th.r. was 'an inclusion ot $700,000 in the

.conoaic analyaia tor renovation of Whitlock at Southern

Belli s expens., rath.r than the lancllorc1 1s. 1'ha auelitors

continuecl to includ. thia $700,000 in Whitlock's cost

coaparison, ev.n thouC)h this item- appeara acmewhat

questionaDl••

Balow is a coaparison of the two 1_. alt.rnativ.., lnclwiinq
•

the it_ which w.r. OIIittecl trOll the oriC)inal Coapany analysis,

.ssu-iDe) • 7 1/2 year 1.... period:

611rb. auditors reclucecl this aJIOUDt to $140,000 to r.tlect
future energy s.vinC)s.
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coapany's PV Coat Analysis

+1=ee _ Jnc1u4adi
(1) Additional Coaaon Area
(2) OPeC space"
(3) WAC Space
(4) Early Taraination at Lea..
(5) One Tille Charge

a.vi.ed pv co.t Analysis

Increa.ed Pre.ent Value co.t

Intra.tate Pre.ant Value co.t

Whitlock

$2,633,199

$2,633,199

0-

ChA.u,in Ctn1jer

$2,806,461

107,849
o

39,701
(32,000)
140,000

$3,062,011

$ 428,812

$ 321,609

'!'be cQllPafty cit._ .avaral in~9i]:)1- u justificat.ion tor

incurring th. incr.a.ed co.t a••ociat.ed with ita deci.ion t.o laaae

taciliti•• trOll a nonregulated attiliate. one in'tan91bl., which i.

not cited, i. the di.ruption and expense that oc:c:urrect with the

relocation at the workfare. tram Whitlock.

•

The l_ing at Cha.tainCanter ettectiv.ly shifted t:be coat of

nonr.venue produc!ncJ build.ing .pac. froa a nonraqulatecl affiliate

to regulated telephone operat.ions. Th. owners at WbitlocJt and the

oth.r potantial 1.... locations were coapetitor. at BellSouth·. ,

real e.tate l ...i.nq coapany during a period of a ciepr_aac:l real

regulat.ed operat.ions can be uaeci by BellSou'th to a••ure the .ucc...

..tat. 1Iarltet. Thi. transf.r cleci.ion i. an AXaJlPl. of how

"Th. CQllPany l ..aeci OPeC .pac. at Cha.tain canter at a pre.ant:
value co.t ot $380,283 rather than occupying Coapany owned .pace at
z.ro incr...ntal co.t a. propo.ed in the initial Whitlock
r.location .valuation.
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of iu nonracJUlated compani.. at a .ic;nificant. coat. t.o the

r~late4 operations. It .hould aqain be noted that 8ellSouth had

alJlO.t two year. reJlaininq on the Whitlock 1.._ for which it paid

cla.pita ita ralocation of telaphone operat.ions to an nonraqulatad

affiliate'. builclinq.

CAul'
BellSouth' • cOrPOrate atructure tanda to create a

pracli.position by talephona caapany .anA9.r. in favor of

nonr~late4 affiliate.' profit.. and a;ainat general tracle

coapatition. In this cas., l ..sinq froa Sunlink rath.r than the

exi.tinq nonaffiliated landlord produced aclditional profits to the

v.rtically intac)rated entity.

The cOllbination of vertical integration ancl rate of ratw:n

~lation also tanc:la to g.narate dlcisions by operatinq coapani..
•

to enter into tran_ction. with nonr89UJ,atad affiliates that _y

not be .conoaically juatifiacl. Th. decision in qua.tion r.sultac:t

in a higher cost than would have r_ultacl had the COJlP&lly

1IAintainacl it. operations at Whitlock ancl uaecl excess Southam Bell

ownacl sPace wh.rev.r possibl.. BellSouth'. profits w.re -.xiaized

since, even under JIOdifilc:1 rate of r.tw:n regulation, Southern

Bell' • operations tend to r-.ove th. nagativ. bapact of

unaconOllical additional expansa. Th. extra cost is siJlply absorbad.

as a r89UJ,atad expanse, allowing extra profits to flow up to t:ba

corporate parent rath.r than to non-8ellSouth coapani.. or

raqulatad telephone cuatoaars.
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Besm-'pd·tiqn

Th. auditors r.coaend that the CoDi.sion take action which

would stronc)ly di.couraq. 1..... by regulat.ed operations froa

BellSouthI. nonreCJUlat.ed. affiliate C01IP&Die. unl.._ the coapany can

cl..rly demonstrat.e that such 1..... re.ult in r.duced cost to the

reCJUlatec1 utility and. are not anticoapetitive in nature. On a

goinq-forward ba.i., the Comai••ion should require:

(1) ReCJUlar future audits focussed on real ..tate and le_

transactions wbich involve affiliate. in any way.

(2) A po.itive adjustment of $428,812 ($321,609 intra.tat.) to the

CoapanyI. net inccme a. r.ported on Southern Bell'.

Surveillance Report. Thi. adjusaent would ccmpeDSate

reCJUlated c:usto_rs for the exce••ive expense a••igDed. to
•

requlation.
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21. Tbe intere.t received
advanc.. to affiliate.
boOk interest in the
aciiultMnt.

t'

by Soutbarn Bell frOll
should be off.et aCJainat
interut synchronization

Southam Bell'. accounting for advance. to affiliate. had a

neqative illpaet on the Gaorqia Surveillance bport'. inter..t

synchronization adjustllant. Durinq the audit period, Southam Ball

loaned .ub.tantial amount. of capital in the fora of advance. to

BallSouth Service. and received intere.t on tho.e loans. BallSouth

Service.' intere.t payment rac1ucec1 it. net income and consequently

reduced the BSS ac1c1-back adjustaant on Gaorqia '. Surveillance

Report. Southam Ball treated its intere.t expanse and interut

inccma (i.e. the intere.t receiVed frOll BSS) below-tba-liDa as non-

operating revenue. If the advanc_ had not bean 1I&c1e to the

nonrequlated affiliate., Southern Bell clabt could have been

,W»,tantially lower. A lower debt would have iJlpacted the inter..t

.ynchronization adjustment. The interest paid on tho.e advances

(1988 - 1991) totaled $8,523,109, of which Georqia" portion vas

$2,510,551. The auditors reccmaand that an adjustMnt be included

in the Surveillance bport'. HOI of $947,382 to reflect the four

year audit period iJlpact of th..e advance. .. vell a. a change in

the ~nter..t Synchronization calculation to reflect the interest on

future advance. to affiliate••

criteria

The audit evaluated the coaponenta of tbe Surveillance bport
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which illpact the Int.r••t Synchronization AdjUlltaent and

inv••tiqat.d South.rn Bell Advanc•• to Bell South S.rvic•• and Bell

South Proc:lucta, Inc. Th. accounting treat.ent for the inter••t

pa~ts was v.ritied to d.t.rmin. the impact on the reC)Ulatory

monitorinq proc••••

~ CAnditign

During the auclit Period (1988 - 1991), South.rn Bell ..de

nlUlarou. -Advanc••- to BellSouth s.rvices. Th. inter••t paid on

thea. Advanc.. totaled $8,523,109 with Georqia'. portion being'

$2,510,551. The intere.t paid by BellSouth s.rvice. reduced its

H.t Incoae included in Georgia'. Surv.illance Report as an HOI BSS

AdjUlltaent. Th. int.r••t received. by Georgia trOll BSS was

.;

accounted tor a. a non-operatinq revenue and. not inclucled in its

,.t Operatinq Inccae, which i. used tor .valuatinq South.m Bell ot
•

Georgia'. Rate ot Return.

Southern Bell ot Georgia'. 1991 book intere.t expense was

$82, 161,201. It Southern Bell .had. not ..cie any advanc.. to ass

then ita short-t.ra debt could. have been lower, alonq with its

inter••t expena.. Etfectiv.ly, Southern Bell and. South central

Bell were -.iddl.-aan" for BSS tinancinq•

South.m Bell of Georgia includ•• a Pro Forma HOI Intere.t

Synchronization Adju.tment a. part ot it. Surveillance Report. In

establishinq the Rules for Surveillane. Reporting, the Ca-i••ion

aandatecl an allowable -Capital Structur.-. The establi.hed

procedures inclucie a provi.ion Which allow. an HOI inter••t

III - 113

......



-f--

.'
adjuablant which is the Paciaral and State tax illpact on the

difference between the allowed capital Structure ancl tba actual

inter_t paid on debt by the COlIpaDy. In 1991 the allowed capital

structure inter_t was $78.1 M while the actual Company interut

recordacl w_ $82.2 M. Thia difterance ruulted in a Pro Ponaa

adjust1lant which reduced the Net Oparatine; Inccma that w_ used in

the Rate ot Return evaluation by $1,542, 346.

Effect
Southam Ball - Georgia receiVed a croaa-aQj)aicSy. The

inter_t synchronization adjuat1lent r_ultacl in an incrtl. to

Geoqia's lttl revenue requir~t as a reault of t.ha vary hip

level ot book intereat expanse. Obviously a portion ot Southal:n

Bell - Georc;ia' a book intereat expanse ia attributable to tUDda it

borrowed and in turn advance to ass. Consequently, 'the Coapany..
waa able to achieve a croaa-aubaidy throuqh t.ha intereat

aynchronization adjustment.

CIU··

Southam Ball' a accounting for the interut on advances was

correct, but without an adjus'blant in the Interest Synchronization

Adjus'blant calculation, aiJailar to the one tor cuatc.ar's depoaita,

the r_ulting naqative HOI adjuabaant ia .overatatacS.

Baco-=ml,1;ign

The auclitora raco_nc! that the Intere.t synchronization
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calculation procesa included in tbe Surveillance Raport be .cclitied

.0 t.bat any future 1ntar_t received trOll an aftiliate will be

reflect.ecl a. if it i. a reduction to Southern Ball'. debt inter_t.

Al.o, t.ba aucti1:or. raca.aend a one 1:1aa HOI adjuat:aen1: of $947,382

to reflect 'the four year impact of 'the Affiliate advanc•••

I
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22. The Coapany achieved a cross-subsidy relatinq to
the Rose CXC PBX. Tba CODission should increa..
its audit scrutiny at the Company's cn-related
transactions,

Su••ry

A Private Branch Excbange ("PBX") vas transferred troll

BallSouth Servic.. ("ass") to Southern Ball - Georg-ia' s ragulatacl

corporata ccmaunications Group, ass did not pay Southam Bell for

its use. Nor could the Coapany docuaant tha initial transter froa

ass to Southam Ball, This transaction rasultad in. a cross-subsidy

froa raqulatec:l operations to nonraqulatac:l operations. Tha auditors

rec~Dd incraasac:l auc:lit scrutiny ot allot the CCIIIpany's CPK

relatac:l transactions.

t
t

books. Althouqh the PBX was dedicated to the use at the ass

CriteriA

Talephone coapanies in Georgia _y not use current revenues

aarned or expanses incurred in conjunction with servic.. subject to

requlation to subsic:lize services which ara not raqulatacl or

taritfac:l. 70 One ot the objectiv.. ot this auc:lit w_ to learn

whether, as a r ..ult of the relationship between the Company' s

raqulatac:l telephone operations anc:l the nonraqulatac:l operations of

its atfiliates, Southern Ball's requlatad custo..rs are protected

fr01l cross-subsidy.

700 •C•G•A • section 46-2-23(q).
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Th. auclitors ••lected a judgllantal supl. ot torty-rour

conatruction uta-t.. clo.ed in 1991. or th••e torty-tour

..
e.tUiate., only two related to cuatOJlar premi.e. equiPJDeftt on

Southern Ball - Georqia' s books. Estimate No. '1'9546 vas tor the

retir_nt at the Ro_ CXC PBX. Alt.hoW1h thi. PBX v.. originally

purcha.ed by Bell.outh Servic.. ("BSS"), it was recorc1ec:l on

Southam Bell - Georqia·. books. The Coapany could not explain or

doc::uaent the transaction in which the PBX v.. transt.rred to

Southern Bell tro. BSS. The aw1it ...ple va. too small to

det.raine vbether this was an isol.ted incic1ent.

The equipaant co.t ($88,755) va. included 'a. South.m Bell 

Georgi. otfice Equipaant (Account 2123), which i. a cU.r.actly

...iqnad requlated investment account. Although tha PBX

axclWlively ••rved ass' Corporate Coaaunicationa Group, ther. va•
•

'no l ...e agr..-nt or other arrangement compensating Southam Bell

tor the u.e ot th. PBX. In 1991, the PBX w•• retir.cl because ass

duired ESSX .ervic., tor vhich it paid the taritfed rat...

Th. co.pany·s inability to explain or provide dacu.antation

rel.ting to the transf.r ot thitl ••••t trOll ass to South.rn Bell

indiea.t.. a lack ot internal control. Furthermore, at the tilMa

this took place, BlS vaa an nonraqul.ted .ffili.t. rac.ivinq

service trOll Southern Bell .t no charge. Th•••••t was in Southam

Bell •• rate b._, depreciation v.. being charged to r89Ulatad
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operationa, and any early retir~t 10._ were aJ)aorDad into

regula1:ed operations.

Cau.

Unknown.

Mcg==ndation

Thi. tinciinq _y or _y not rapruant an i.ola1:ed incident.

However, it 1. in the en ar.. in which 1:be awU.tora bave

identifiec:l other cro••-.ub.idi..." Aa a r_ult of thue tindinq.,

the aUCSitor. recoaaenc:l increa.acs audit .crutiny of all COllpany CPE

related tran.actiona.

•

"See Finding No•• 3 and 12.
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